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THE following article, by Homer 
S. Pace, C.P.A., formerly Act­
ing Deputy Commissioner of 
Internal Revenue, on “Account­
ing in Relation to the Income 
Tax,” appeared in a recent issue 
of The Sun and New York 
Herald. It is being reprinted
in two sections for the benefit of the readers of 
The Pace Student.
“ In the month of September, 1919, three 
million individuals and 
business concerns, more or 
less, made tax payments to 
the Federal Government.
These payments constituted 
the third instalment of a 
gigantic tax which was vol­
untarily reported by citi­
zens and corporations on 
an historical or accounting 
basis—the history of the 
business of the preceding 
year. The individual re­
ported his income, less cer­
tain exemptions, and com­
puted his tax on the basis of 
the taxable income. The 
business concern reported 
its income, actually received 
or accrued to be received, 
and deducted its costs and
expenses, actually paid or accrued to be paid, 
and thus determined a base for the calculation 
of income and excess-profits taxes. And the 
history was not altogether a matter of recording 
specific facts, for judgment had to be expressed 
in respect to such problematical matters as de­
preciation and depletion. Upon the complete­
ness of the record of financial transactions of 
the year 1918 must depend the accuracy of the 
most stupendous tax levy in the history of the 
world.
“ The historical or accounting basis for taxes, 
which requires a complete and permanent record 
of business history, is comparatively new. 
Heretofore, taxes, quite generally, have been 
levied upon an inventory basis—a listing of
values in hand, such as real estate, personal 
property, stocks of liquor and tobacco, lots of 
imported merchandise, and the like. These as­
sets have then been given a value appraisement 
for the purpose of a tax levy on a percentage 
basis. This method is comparatively simple, 
because of the fact that the tax is based on 
specific articles in hand, which can usually be 
inspected and appraised.
“ Income and excess-profits taxes, on the con­
trary, are not based on specific values in hand— 
the tax is calculated upon 
the basis of a taxable in­
come or profit earned dur­
ing a certain elapsed period 
of time. The actual prop­
erty values may have been 
consumed even before the 
tax is reported. I have in 
mind a citizen, whose in­
come is $6,000 a year, who 
is making his September in­
stalment payment on last 
year’s tax from his Septem­
ber salary. However im­
provident this action may 
be on his part, it is strictly 
within his right, because his 
tax return, which was filed 
last March to cover his in­
come for last year, is merely 
his statement of the account
between himself and the Government. The 
only obligation on the part of the citizen is 
to meet the payments on his tax account as 
they fall due. Similarly, a business may 
encroach for its tax payments upon the cash 
earned and realized in a period succeed­
ing its tax period, although business con­
cerns preferably should reserve, from month to 
month, funds for the purpose of meeting their 
tax obligations when due.
“ The value transactions that enter into the 
determination of the tax extend over the taxable 
year and, under the present arrangement, the 
reporting and the payment of the tax extend 
over another year. The final review and the de­
termination of the facts by the Government re-
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quire at least another year. Three 
years, therefore, and in practice 
probably a longer period, are re­
quired in the determination and the 
settlement of the tax, during which time 
the only dependable source of information is 
the accounting record of income transactions 
which is made during the taxable year.
“Accounting underlies and supports the whole 
income-tax structure. It provides a method for 
recording financial transactions in such a way 
that income and expenditures—the progress of 
the business by years in the matter of earnings 
—may be stated. It supplies a dependable basis 
for any action, whether of a tax or of a business 
nature, which basis is available as long as the 
records are preserved.
“ The anxieties of taxpayers in the prepara­
tion of their returns and the difficulties of ad­
ministration on the part of Government officials 
are due almost entirely to defective financial 
records. Even the larger and more successful 
concerns have often been lamentably weak in 
their accounting procedures, and many such 
concerns are having their accounts for the last 
six or eight years reviewed and authoritatively 
stated by certified public accountants. Partner­
ships, probably because of the fact that they 
have not been as strictly regulated as corpora­
tions, have often been singularly lax in respect 
to financial records. Small retail traders, pro­
fessional men, and others whose accounting has 
not required the services of a trained book­
keeper have, more often than not, kept no ac­
counts whatever, or, possibly, only such ac­
counts as affected customers or clients. The 
difficulties of income taxation have seldom 
arisen from antagonism or dishonesty on the 
part of the taxpayer, but almost entirely from 
the lack of the proper historical basis upon 
which to compute the tax.
“ Income taxation, therefore, is almost en­
tirely a matter of accounting. The larger busi­
ness concern, with its controller and staff of 
bookkeepers, is rapidly mastering the situation. 
A concern of this class, no matter how faulty its 
methods may have been in the past, will readily 
adapt itself to the new accounting basis of taxa­
tion. The greatest difficulty, and one that must 
be overcome in order to make this basis of taxa­
tion effective, is with the business concerns, the 
professional men, and the farmers whose affairs 
do not require the organization of a bookkeep­
ing department with a technically trained book­
keeper or accountant in charge. It is not alto­
gether, either, a matter of protecting the Gov­
ernment, for no taxpayer can assure himself of 
limiting his tax to the proper amount, unless
he is able to render and support a 
tax statement which is solidly 
based on a record of financial trans­
actions. A few instances of the 
need for accounts on the part of men who would 
ordinarily keep no bookkeeping records may be 
of interest.
“A professional man bought a farm two or 
three years ago which he has operated as a busi­
ness venture, at the same time making substan­
tial improvements by altering and enlarging the 
buildings, by building a dam and installing 
water-power equipment, and by setting out an 
apple orchard. A proper set of accounts would 
have segregated expenditures of operation, 
which are an offset to income, from expendi­
tures made to improve the property. No such 
segregation and record has been made. The 
farm will probably be sold shortly at a consid­
erable advance over the original purchase price, 
and the profit will be taxable. The present 
owner will find it difficult indeed to show the 
actual cost of his property and may therefore 
be unable to take full advantage of his improve­
ment expenditures. The same situation is likely 
to develop with any person who buys and oper­
ates without proper accounts, a farm, a business 
property, or a residence property, either in the 
conduct of his business or as an incident to his 
regular occupation.
“ The merchant, by failure to distinguish and 
record expenditures for fixtures and equipment, 
by the lack of proper provision for depreciation, 
by incorrect inventory methods, by failure to 
record and wipe out losses, in fact, by any one 
of a large number of bookkeeping delinquencies, 
may overstate and overpay his taxes; or, on the 
other hand, he may incur serious penalties by 
omitting to disclose his full tax accountability.
“ Specific instances can be cited by the score 
in which taxpayers have innocently understated 
or overstated their tax accountability. One con­
cern had failed to record the purchase price of 
securities which had been sold at a loss; another 
failed to take into its invested capital valuable 
assets acquired in reorganization; still another 
failed to accrue expenses that had been in­
curred, but not paid, and so on.
“ The successful man may have various in­
come odds and ends, such as special fees or 
profits, rents or interest, which may escape his 
memory; inversely, he may overlook deductible 
expenditures, such as interest on mortgages, in­
surance loans, or local taxes. He may even 
speculate a bit in stocks or merchandise. In 
any event, it is vitally necessary for a citizen’s 
protection in tax matters that he record all 
financial transactions.” [To be concluded
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W. A. Rowe THIRTY-ONE years old 
and the auditor of a 
large manufacturing 
company! This is the 
position held by W. A.
Rowe, a graduate of the Cleveland 
School of Accountancy (Pace 
Courses), which is an important 
division of the educational work 
conducted by the Central Y.M.C.A., 
of Cleveland. Mr. Rowe proves 
anew the market value of Pace 
training in Accountancy and Busi­
ness Administration.
Mr. Rowe was born, in 1889, in 
Mifflintown, Pa. After finishing 
elementary school and high school, 
he attended the Ohio Northern Uni­
versity for a year. Then he entered 
Bliss Business College, at Colum­
bus, Ohio, graduating in November, 
1911.
Teaching had a strong attraction 
for him, and at first he thought he 
would make it his life-work. He 
taught a country school for two 
years, in 1909 and 1910, in Jackson 
Township, Seneca County, Ohio. 
His chief purpose was to get funds 
with which to complete his aca­
demic education. He found, how­
ever, that he liked the work.
Accordingly, when he got through 
with his business college course, he 
took charge of the Commercial De­
partment of Bliss Alger Business 
College, at Saginaw, Michigan, re­
maining there from January till 
September, 1912. Then he was 
chosen to head the Commercial De­
partment of the Davis Business 
School, at Erie, Pa. He remained 
in Erie from May, 1914, till June,
1916. For two six-month periods, 
while associated with the Davis 
Business College, he employed his 
spare time as a bookkeeper for the 
Kolbe Fish Company.
Mr. Rowe’s next step upward was 
the directorship of the Commercial 
Work of the Educational Depart­
ment of the Cleveland Y. M. C. A. 
After two years of doing this work, 
he became director of the Cleve­
land School of Accountancy, where 
he served from June, 1916, till June,
1917.
All this time he was teaching as 
well as performing promotion and 
executive duties; and, needless to 
say, he made a notable record in all 
three activities. His students found 
him sympathetic with their view­
point, and able to make dry sub­
jects interesting—one of the hard­
est tests of a teacher.
While connected with the Cleve­
land Y. M. C. A., Mr. Rowe com­
pleted the Pace Course in Account­
ancy, and attained high standing as 
a student. Within a comparatively
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short time, he was made a member 
of the Accounting Faculty, and 
many successful young business men 
in Cleveland will testify to the su­
perior instruction which they re­
ceived from Mr. Rowe.
For several years Mr. Rowe, 
despite his teaching affiliations, 
studied business principles and pro­
cedures and secured as much prac­
tical experience, chiefly in public 
accounting, as his time would per­
mit.
Consequently, he was qualified to 
accept the position of cashier of 
the Osborn Manufacturing Com-
W. A. Rowe
Auditor, The Osborn Manufacturing 
Company 
Cleveland, Ohio
pany, which was offered him in July, 
1917. He did his work so well that 
he was made auditor of the Com­
pany on January 1, 1918, and he 
has continued in that position ever 
since.
The Osborn Company is a large 
and progressive one. It manufac­
tures brushes, brooms, foundry 
equipment, and molding machines. 
The Company is divided into three 
manufacturing divisions—the foun­
dry division, the machine division, 
and the brush division. The Com­
pany’s main office is the Cleveland
office, but there are branch offices 
in Brooklyn, Detroit, Chicago, Mil­
waukee, and San Francisco. These 
bald facts give an idea of the re­
sponsibilities that devolve upon the 
auditor.
Mr. Rowe’s rapid success has 
been due in large part, of course, 
to a plentiful supply of brains. But 
there are other outstanding reasons, 
as well. He has always been an 
indefatigable worker; spare time 
has always been, with him, some­
thing to capitalize in extra work or 
in study. He has set goals of 
achievement, one by one, and he has 
attained them.
Besides, Mr. Rowe possesses a 
personality that is a distinct asset. 
He likes his fellow-men and believes 
in them, and they know it. His 
associates become his friends; 
hence, he is a good team-worker—a 
most important attribute for a 
teacher or an executive. He has 
vision and initiative and ambition, 
too—a trio of qualities that go a 
long way toward securing success.
Mr. Rowe’s opinion of the value 
of the study of Accountancy and 
his survey of opportunities that ex­
ist for Accountancy-educated men 
follow:
“For a young man who is look­
ing for a career and a place in busi­
ness, I feel there is no better op­
portunity than in the field of Ac­
countancy. In order to thoroughly 
understand the fundamental princi­
ples of business organization, 
finance, etc., he must get the theory 
in some recognized school or 
through some recognized course.
“ The Pace & Pace Course cer­
tainly does train men and women to 
take responsible positions in busi­
ness to-day. And the man or 
woman who has an Accountancy 
training need not hesitate in tack­
ling any big proposition. If they 
have followed carefully the outline 
of the Pace Course, they have had 
a mental training and development 
which enables them to analyze the 
fundamentals of business, and are 
thereby enabled to accurately and 
consistently portray factors which 
make up big business enterprises.
“ It is easy to place confidence in 
an Accountancy-trained man or 
woman, because we know they have 
a thorough understanding of funda­
mentals, and are able to get to the 
root of things. The work they turn 
out shows that their heart is in the 
work, and not merely a superficial 
interest in order to have a bread 
ticket at the end of the month. 
They are not only trained to handle 
facts and figures, but are trained to 
handle men and women.”
Who's 
Who
Biograph­
ical
Sketches 
of Men of 
Affairs
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IT has been truly 
said that consid­
eration gives life 
to a contract.
Without consideration, a prom­
ise of the promisor is simply a 
nudum pactum, which is, 
legally, nothing.
A great deal of confusion exists among law 
students with reference to the doctrine of legal 
consideration. This confusion, it seems to the 
writer, is due chiefly to inaccurate definitions 
of consideration, given by judges and by text 
writers upon the law of contracts.
Consideration, in the true legal sense, is “ The 
waiver of a legal right by the promisee, con­
sequent upon the promise of the promisor.” 
This definition immediately eliminates the so- 
called good consideration, which is nothing 
more than a motive which prompts the promisor 
to make a promise.
A good consideration finds its origin in the 
heart of the promisor, and moves, not from the 
promisee, but to him. The examples of good 
consideration which are commonly given are 
love, affection, and blood relationship. A glance 
at these examples will suffice to show that they 
can not be embraced by the definition of con­
sideration which has been previously stated— 
that is, the waiver of a legal right by the prom­
isee, consequent upon the promise of the 
promisor.
The fact that a man loves his child, or bears 
affection for his friend, may prompt him to 
make a promise to give something to, or to do 
something for, the object of his love or affection 
at some future time. In the event that he fails 
to keep his promise, the promisee will be com­
pelled to rest content with the assurance of the 
love or affection of the remiss promisor. No 
action will lie at law or in equity to enforce the 
executory promise. This is true, because the 
promise so given is a nudum pactum. No con­
sideration ever passed from the promisee to 
make it a living contract.
In the light of the definition which has been 
adopted, it follows that moral obligations can 
not serve as consideration for promises to 
perform them. Every man has a moral obliga­
tion to give of his bounty to charity. Every 
man has a moral obligation to support the 
church in which he professes membership. 
Every man has a moral obligation to lend his 
money to the support of his government, in 
undertakings for the benefit of the nation. 
Mere promises to meet these obligations amount 
to nothing. The government, the church, the 
charitable organization—when such promises are
made, must rely entirely upon the 
honor of the makers. The prom­
ises are not contracts until a legal 
right is waived consequent upon 
the promises.
Since consideration is the waiver of a legal 
right by the promisee, consequent upon the 
promise of the promisor, it is at once evident 
that the adequacy of consideration is never 
material in an action for breach of contract. 
The parties are permitted to place their own 
values upon consideration. If this were not 
true, our courts would be nothing more or less 
than adjustment bureaus for the makers of un­
profitable bargains. If the promisor makes a 
promise to a promisee, and if, consequent upon 
that promise, the promisee waives a legal right, 
there is a contract in existence. At the time of 
the making of the contract, the promisor con­
sidered the legal right which he asked the 
promisee to waive sufficient for his promise, 
and it will be held by the courts, without per­
mitting controversy, to be sufficient.
Consideration need not be of benefit to either 
party to the contract. This follows from the 
definition of consideration. If the promisee has 
waived a legal right, that is sufficient. Some 
interesting illustrations of this principle can 
be found in the law reports of the different 
states. A father was opposed to his son’s smok­
ing cigarettes. He promised the son that he 
would give him five thousand dollars if the son 
abstained from smoking cigarettes from his 
twenty-first to his twenty-fifth birthdays. The 
son, consequent upon his father’s promise, 
stopped smoking cigarettes. In an action 
brought by the son for breach of contract, the 
court properly overruled the father’s conten­
tion that he received no benefit by reason of 
his promise. The decision of the court clearly 
illustrates the force of the definition which we 
have been considering. The son had a legal 
right to smoke cigarettes, and his abstinence 
from them constituted a waiver sufficient to 
make consideration for his father’s promise to 
pay him five thousand dollars.
The doing of what one is legally bound to do 
can not be consideration for a promise calling 
for such performance. This is true, because 
the doing of what one is legally bound to do 
does not constitute the waiver of a legal right. 
No one has a legal right to violate his legal 
obligations. The performance of them is sim­
ple obedience to law. A member of a city fire 
department, while fighting the flames in the 
residence of a wealthy man, was attracted to a 
window by a cry from some one on the sidewalk. 
The owner of the building then told the fireman
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that if he would bring his daughter 
in safety from the building he 
would give him ten thousand dol­
lars. The fireman, a short time later, 
deposited the girl in the arms of her father. 
In court, a few months later, it was decided 
that the saving of human life was a legal duty 
imposed upon the fireman and could not be con­
sideration for the promise of the father to pay 
ten thousand dollars for the rescue of his 
daughter. Had the firemen been called from 
the building by their chief, their legal duties 
with reference to the building would have 
ceased. A promise made to one of them at that 
time that a reward would be given for the 
rescue of a person in the building would become 
a contract just as soon as the rescue was com­
pleted. Such an act would be legal considera­
tion. It would be the waiver of a legal right 
by the promisee, consequent upon the promise 
of the promisor.
This article has been written with the pur­
pose of emphasizing the need for a proper defi­
nition of “ consideration ” as a contract element. 
The writer has tried to indicate briefly that the 
definition stated at the outset, and referred to 
throughout the article, can cover every possible 
dispute upon the question of consideration. To 
say that “ consideration is money or anything 
of value ” does violence to the proper method 
of definition. To give examples is not the scien­
tific way or the proper way to give a definition. 
If a person who contends with contract prob­
lems will keep ever before him as a reference 
point the brief sentence, consideration is the 
waiver of a legal right by the promisee, conse­
quent upon the promise of the promisor, no 
difficulty will ever be experienced in disposing 
of this important question in the law of con­
tracts.
IN cases where tables are not at hand, 
it may be necessary to compute com­
pound interest for a number of years, 
and it is well to know how to do this
with the least effort. The usual method of 
continuous multiplication by the ratio involves 
much labor—both mental and physical. By an 
adaptation of the Binomial Theorem, the writer 
has devised a simple method of computing com­
pound interest which reduces the labor to a 
minimum. A knowledge of the reason why, 
however desirable this may be, is not necessary 
to enable one to use the method to advantage.
The amount of compound interest on a prin­
cipal of one dollar for a given number of years 
is equal to the sum of a series, the first term 
of which is equal to the number of years multi­
plied by the rate, and the second 
term is equal to the first term mul­
tiplied by one half of the product 
of the number of years, less one, 
by the rate. The third term is equal to the 
second term multiplied by one third of the 
product of the number of years, less two, by 
the rate. Each succeeding term is derived 
from the preceding term in like manner. The 
multipliers for the different terms can best be
shown in this manner:
Terms (1) 
n i
(2)
(n-1) i
(3)
(n-2) i
(4)
(n-3) i
* * * *
Factors 1 2 3 4
where “ n ” denotes the number of years and 
“ i ” denotes the rate of interest. It should be 
noted that the divisor is always the same as 
the number of the term, and that the number 
of years is one less than the number in the pre­
ceding term, except in the first term.
As an example, let it be required to know 
what the compound interest on a principal of 
one dollar will amount to in twenty years at 4 
per cent. per annum. We will first set down 
the figures in the operation, and give the ex­
planation afterwards.
20/1 .80
19/2 .304
18/3 7296
17/4 1240
16/5 159
15/6 16
14/7 1
compound interest 1.19112
Adding one to this amount, we get $2.19112 as 
the amount of a principal of one dollar at com­
pound interest for the given time and rate. 
The first step is to multiply the number of 
years by the rate, setting down the result as 
shown above. We next multiply the previous 
result by one half of the product of the number 
of years, less one, by the rate, which in this case 
equals .38, and .80 multiplied by .38 gives .304. 
In the third step we multiply the previous re­
sult by one third of the product of the number 
of years, less two, by the rate. One third of 
18 multiplied by .04 equals .24, and .304 mul­
tiplied by .24 gives .07296. Continue in this 
manner as far as is necessary. In ordinary 
cases, the multiplier can be determined readily, 
and practice will make the process easy. The 
method should be studied until it is clearly 
understood.
[Forward to page 143133
IE of the many im­
portant services 
rendered by The 
American Institute 
of Accountants to its members 
consists in printing and dis­
tributing in pamphlet form an­
swers to perplexing accounting 
problems. The following questions and an­
swers appeared in a recent pamphlet. This 
matter is published in The Pace Student with 
the permission of the Institute.
COMPANY A makes an operating profit of $250,125.50.Company B is entitled to 50 per cent. of that 
operating profit, provided that in making the 
division, Company B’s proportion shall be re­
duced by bearing an equal proportion with Com­
pany A of the war-profits tax (80 per cent.) 
plus income tax, which shall be levied on the 
operating profit less the war-profits tax.
How much does each company get? What is 
the algebraic formula?
Premises.
(1) Company B is entitled to one half of 
Company A’s operating income, less income and 
war-profits taxes.
(2) B’s share of such profit, when paid or 
accrued, becomes a deductible expense to A.
(3) A is subject to war-profits tax of 80 per 
cent.
(4) The income of Company A during the 
pre-war period (1911-1912-1913) is less than 10 
per cent. of its invested capital for such period, 
for Company A was not in existence during the 
whole of any one of the years 1911-1912-1913. 
Formula.
a=Net income before taxes. 
b=War-profits tax computed before consid­
ering B’s share of profits as an expense.
. c=Income tax computed before considering 
B’s share of profits as an expense.
d=B’s percentage of profits.
x=Net income on which B’s percentage is to
be computed.
a-b-c=x—.824 dx.
PLEASE be kind enough to inform us what are the standard rates of depreciation on machine-shop equipment of the various classifi­
cations, such as boilers, engines, motors, lathes, 
automatic screw machines and other automatic 
machines of a similar nature, shafting and 
power transmission, special tools, including pat­
terns, etc.
The equipment in question is used by a ma­
chinery manufacturing concern which manufac­
tures machines of an average 
weight of about fifty pounds. The 
motors consist largely of one half 
to one horse-power equipment, and 
many of the lathes and automatics are Browne
& Sharpe equipment.
Subject to variations which may be called for 
by particular conditions of which we have no 
knowledge, we suggest depreciation rates as 
follows:
(1) Boilers. If water-tube boilers, use a rate 
of 5 per cent., and if fire-tube boilers, a rate of 
7½ per cent. per annum.
(2) Engines. If low-speed engines, use a 
rate of 5 per cent., and if high-speed engines, 
7½ per cent.
(3) Motors. Inasmuch as the motors are 
stated to be largely from one half to one horse­
power, a rate of 10 per cent. is recommended. 
For large motors, a rate of 5 per cent. is prob­
ably sufficient, and for motors of medium horse­
power, a rate of 7½ per cent., but for small 
motors, such as those indicated, a rate of 10 
per cent. is advisable.
(4-5) Lathes and automatic screw machines, 
and other automatic machines of a similar 
nature.
We note that these are Browne & Sharpe ma­
chines, and therefore of good construction. 
Nevertheless, a rate of 5 per cent. is recom­
mended for the lathes and 7½ per cent. for the 
automatic screw machines and other automatics.
(6) Shafting and power transmission, 7½ per 
cent.
(7) Special tools, including patterns. Write 
off any expenditure on these as it is incurred, 
unless their future use is practically assured. 
In the latter case, write off at least in the pro­
portion which the present use bears to the as­
sured future use.
All the above rates are intended to be com­
puted on the original cost, and not on the de­
creasing values from year to year. They also 
call for the charging of all repairs and renewals 
to expense, and not to depreciation reserves.
SHOULD income and excess-profits tax be deducted before computing a bonus, when the manager of a company is to have 25 per cent. 
of the profits and the company 75 per cent.?
We have received the following answer in re­
gard to your letter.
“ In my opinion, income and excess-profits 
taxes should not be deducted in such a case 
unless there is a provision in the agreement 
with the manager which specifically directs that 
such taxes shall be deducted. In levying taxes 
of this character, especially the excess-profits
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tax, it is apparently the theory of 
the Government that it is taking a 
part of the profits, or in other 
words, that it is asking the taxpayer 
to share his profits with the Government. These
taxes, therefore, are not ordinary expenses, such 
as would be deducted as a matter of course in 
determining the profits in which the manager 
of the company would share.”
WILL you kindly advise us as to the rate per ton on production of pig iron used by furnaces in setting up a reserve for relining 
furnaces.
We find that about 30 cents per ton is the aver­
age rate used by steel companies as a provision 
for relining blast furnaces. The rates before 
the war were very much less than this, and prob­
ably averaged 15 cents per ton. The increase 
in the past few years has arisen on account of 
the high cost of refractories, labor, etc.
Q
A
WILL you please explain what is meant by a Reserve for Sales Discount, and tell me how it should be treated on the books?
Accounts receivable, in many instances, are 
subject to shrinkage in collection by reason of 
payments made under discount. Likewise, ac­
counts payable are often actually paid at an 
amount somewhat less than that which is set 
up in the accounts. Both contingencies are 
commonly ignored in commercial practice, and 
accounts receivable and accounts payable are 
set up at their face amounts. If, in an excep­
tional case, a heavy shrinkage in the collection 
of accounts receivable is anticipated, by reason 
of discounts, a reserve for such shrinkage may 
be made by a charge to Profit and Loss and a 
credit to an account entitled Reserve for Sales 
Discount. Against the latter would be charged 
the discount shrinkages when collections were 
actually made. The operation of the account 
is similar to that adopted in order to provide 
for losses on account of bad debts.
DEPRECIATION changes, deducted from income, reduce the amount of income tax. At the same time, they reduce the “ invested 
capital,” and thereby increase the excess-profits 
tax for the subsequent years.
At what point, in any given set of conditions, 
is a reduction of income tax, by means of de­
preciation, offset by an increase in the excess- 
profits tax, over a series of years, based on 1917 
rates of taxes?
We are furnishing a table which, under cer­
tain stable conditions, will answer the question. 
The conditions assumed are:
(1) That any dollar deducted 
from the income-tax return will 
continue to be deducted in future 
(which assumption involves the 
continuity of life of the object, and a flat rate
of depreciation).
(2) That the invested capital will not vary 
from year to year, except in so far as it is re­
duced through depreciation.
(3) That the net taxable income will not vary 
from year to year.
(4) That the rates of taxation will continue 
to be those in effect in 1917.
(5) That the percentage of invested capital 
allowed as a deduction will be eight.
Under the above conditions, the problem ad­
mits of an arithmetical solution.
In Column One, there are set forth the years 
which would elapse before the yearly increase 
in income and excess-profits taxes, due to the 
decreasing capital, resulting from depreciation 
charges, would equal the decrease in income 
and excess-profits taxes, due to deductions for 
depreciation.
In Column Two there are set forth the years 
which would elapse before the total increases 
in income and excess-profits taxes, as above, 
would equal the total decreases, as above.
When the income subject to 
excess-profits tax is— Column 1 Column 2
Less than 15 per cent. of invested capital. 17.4 33.8
From 15 per cent. to 20 per cent. of in­
vested capital ............................................. 14.3 27.6
From 20 per cent. to 25 per cent............. 10.5 20.
From 25 per cent. to 33 per cent................ 8.5 16.
Over 33 per cent. of invested capital.... 6.6 12.2
It must be emphasized that the conditions as­
sumed are purely theoretical and would, in all 
probability, never occur in actual practice. A 
formula applicable to all conditions and con­
trolling all variables would be exceedingly diffi­
cult, if not impossible, of preparation.
FALL DAY CLASSES
Daytime classes in Accountancy and 
Business Administration will be organized 
at Pace Institute, Boston, Washington, and 
New York, early in September.
The work of Semester A will be covered 
in nine weeks. Class sessions will be held 
five mornings each week.
Write for special Day-School Bulletin.
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Editorial
Develop­
ing
Executives
VOCATIONAL wild oats! It’s 
too bad that so many young 
men—young women, too—feel 
they must sow them. Of 
course, these young folks don’t 
call flitting around from one 
kind of work to another, and 
from this firm to that, sowing
Vocational vocational wild oats. They call it by a variety 
Wild Oats high-sounding names; for example, “ look­
ing for a better opportunity,” “ getting a broad 
view of business,” “ testing one’s potentialities,”
“ searching for just the right kind of work,” 
etc., etc. Whatever they term this restless, peri­
patetic tendency of theirs, they are sowing vo­
cational wild oats, just the same.
There’s nothing that we oldsters can do 
about the matter particularly, except to wait 
for sense and stability eventually to come to 
our young friends and associates. Words of 
helpful counsel, however well intentioned, are 
smilingly disdained—youth is too omniscient 
to profit by the dicta of maturity and the la­
ments of old age. The only teacher that will 
be listened to is Experience; and one of her 
pedagogic principles is to allow her pupils to 
sow all the vocational wild oats they please, 
until they learn for themselves the truth of 
what they have often been told. The pity of 
it all is that this kind of dissipation is always 
expensive, especially because it wastes so much 
time.
ROASTED pigeons do not fly into the 
  mouth ”—an aphorism for you to think 
about, Mr. Business Director, in connection 
with your personnel problem. What policy are 
you formulating for having on hand plenty of 
competently trained men and women for posi­
tions of executive trust and responsibility as 
your business grows and develops? Are you 
counting on being able to get just the men and
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women you need from the open market, and 
especially, perhaps, through advertisements? If 
this is your plan, you are likely to be disap­
pointed. The supply of available executives 
with just the kind of training and experience 
that your particular business requires is apt 
to be much smaller than you now imagine.
The safer policy is to develop your own 
executives. Select your young associates care­
fully at the outset. Watch the way they work. 
Give them constructive criticism. Gradually 
put responsibility on them. Encourage them 
to make suggestions. Stimulate them to study 
and develop themselves. Make them feel that 
they have a definite part in running the busi­
ness. Have the “ our ” point of view take pre­
cedence over the “ I-say-so ” attitude. Such a 
policy will eventually result in a plentiful sup­
ply of the kind of executives you need, how­
ever large your business becomes—it is, of 
course, executively speaking, the policy of 
“ roasting your own pigeons.”
A“ DON’T ” and a “ do ”—two pointers for you, Mr. Inexperienced Salesman. As to the “don’t”: first, don’t try to sell me something 
I don’t need or want ; don’t talk so smoothly 
and so long that you bore and irritate me; don’t 
work up to a “ sign here ” climax before you 
know whether I am interested in your wares or 
service.
Now as to the “do”: find out all you can 
about me as an individual and as a member of a 
certain group of persons before you try to sell 
me anything. Put yourself in my shoes and 
ask yourself whether you, if you were I, would 
need or strongly desire what you have to sell. 
In other words, try to fill a want in goods or 
in service. That’s salesmanship of the highest 
type. If you take this view-point, I’ll be glad 
to have you call again; otherwise, I shall always 
be very busy—too busy to see you—when you 
drop in. My name? It is Mr. Average Man.
"I ALWAYS take all the responsibility I can 
  get.” This was the answer made by a 
young $6,000-a-year executive to a friendly 
query as to why he had gone to the front so 
rapidly during the past five years. Taking re­
sponsibility is not, of course, the complete recipe 
for unfailing business success, but it is surely 
a most important ingredient, if the business 
careers of successful men and women point any 
moral whatsoever to the rest of us.
Look about you in any organization, and 
you will observe the great majority of employees 
doing only what they are told to do, without 
any thought as to the “ why ” or “ wherefore ”
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of their duties. Usually, they are 
fairly comfortable in their work, 
because most of them take satisfac­
tion in knowing that, if anything 
really important goes wrong, somebody higher 
up—not they—will be called to account. After 
a time, they begin to dread responsibility, and, 
finally, they will not take it unless forced to in 
order to keep their positions. And so is born 
that spineless creature known as the “ buck- 
passer.” Organized Business, especially in 
clerical departments, teems with men and women 
of this type.
Accept the lesson, young man, young woman
—apply it, make it personal! It is this, taking 
responsibility is the first step toward increasing 
your usefulness; and there is plenty of responsi­
bility for you to reach out and lay hold of in 
connection with your present work. Have you 
the courage, the foresight, to ask for it?
HOW do you “ register ” (“ movie talk,” of course,) upon the people you associate with day in and day out, and upon those that 
you meet casually? Do you register as being 
coldly impersonal, short-tempered, egotistic, 
self-centered, curtly incisive in speech, disdain­
ful of the other fellow’s interests and view­
point? Or do you register as being a human 
sort of person—efficient in your work, of course, 
but likeable, and willing to subordinate your 
own ideas once in a while to somebody else’s 
ideas when they are proved to be better than 
yours? You know what is being driven at— 
what kind of impression do you make upon 
your fellow humans, however casual or inti­
mate your association with them? So far as 
your economic future is concerned, a good deal 
depends upon your answer—upon how you 
register on others. And you can register about 
what you want to register—wherein lies en­
couragement for you, personally.
"HIS mind must work on a pivot—there’s no creaking of mental machinery when he shifts his attention from one thing to another.” 
This was the tribute recently paid to a success­
ful business leader by one of his associates. 
Now that we think of the matter, isn’t this 
pivot-working quality usually characteristic of 
the developed mentality of successful execu­
tives? The trouble with many of us is that 
we can’t shift quickly and concentratedly from 
the discussion of one set of facts to the dis­
cussion of another set. We find the develop­
ment of a detached view-point most difficult, 
especially with regard to matters for which 
the other fellow is more directly responsible
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than we are. Probably we’re a bit 
over-specialized in experience and 
manner of thinking. It’s a good 
thing, though, for us—especially if 
we expect ever to become coordinating execu­
tives—now and then to think about what is being 
done in other departments than our own. After 
a while, we shall find that our own minds pos­
sess pivot-working potentialities.
YOU can say things too positively—remem­ber that, those of you who have to depend upon the cooperation of others for results. 
Over-positiveness of utterance nearly always 
irritates your organization equals, and develops 
your subordinates into what a clever cartoonist 
has called “Yes, yes, people”; and irritation at 
your manner and thoughtless acquiescence in 
your opinions mean that, as time goes on, you 
will have to depend more and more upon 
your own judgment, to the exclusion of the sup­
port that you could and should get from others.
Have your views, of course, and let them be 
thoroughly matured. But, before airing them, 
ask your associates, and especially your sub­
ordinates, what they think. Hold conferences 
at which everybody is encouraged to express 
his opinion. Sometimes, too, set forth in writ­
ten form the facts upon which a decision must 
be based or a policy formulated, and request 
written opinions from all who are in a position 
to have opinions upon the matter in hand. 
Then, when you arrive at a final decision, give 
the reasons for it; and make it plain that it is 
an organization opinion rather than primarily 
your own. This policy will strengthen your 
executive control, for it will develop mental 
power, loyalty, and morale in those upon whom 
you, as an executive, must depend for whole­
hearted cooperation.
DON’T be the office clown, the departmental buffoon. You may have unusual ability, and it may be acknowledged by your superiors. 
You may have the capacity for unerring judg­
ment, once you are given a chance to exercise 
it. You may be an indefatigable worker, al­
ways putting the interests of your firm ahead 
of your own convenience, or pleasure. But if 
you are a “ josher,” an adept at quirks of con­
duct that make your associates laugh, a vaude­
villian sort of human, then look out. How­
ever much sunshine your presence radiates, 
down deep in their hearts your associates will 
regard you as a joke—“ fine fellow, oh yes! 
We like to have him around; but to have him 
as the manager—excuse me! ” Be agreeable, of 
course, but a little dignified, too.
137
Over-
positive-
ness
Don't 
be a
“ Josher”
The
Trial
Balance
By
Benjamin
Aaronson,
Member, 
Accounting
Faculty,
Pace
Institute, 
New York
A TRIAL balance is 
a listing of ac­
count balances 
made up from the 
Ledger, showing, 
as to each ac­
count, the debit 
or credit excess. 
The sum of debit 
balances should
equal the sum of the credit balances. 
The purpose of the trial balance is 
to prove the correctness of the 
work.
There are some errors in the 
record, however, which a trial bal­
ance will not disclose. These are—
(1) Postings to the wrong ac­
count.
(2) Compensating errors.
(3) Omission from the Journal 
or other book of original entry of 
an entire transaction.
(4) An error in recording an en­
try in the Journal. Thus, if a sale 
is made on credit, and if we omit 
the entire record of the transaction, 
the Trial Balance will not disclose 
the error.
Or, if, in calculation of interest, 
we err in the rate used, or in the 
arithmetical calculation, and set up 
our Journal entry based on a wrong 
amount, the Trial Balance will not 
disclose the error.
Aside from these classes of 
errors, the trial balance is a sub­
stantial proof of the accuracy of 
the accounting record, and is ac­
cepted as such.
In connection with the taking off 
of trial balances, the work is read­
ily divided into three parts:
(1) The procedures involved in 
writing up the accounting record.
(2) The steps directly incidental 
to the taking off of the trial balance.
(3) The methods of finding 
errors in the trial balance.
The steps directly incidental to 
the taking off of the trial balance 
are—
(a) All postings to the date of 
the trial balance should be com­
pleted. It is actually necessary to 
look through the books of original 
entry to make certain of this.
(b) The Ledger accounts should 
be footed.
(c) The debit excess or the credit 
excess of each account should be 
determined and set down, prefer­
ably in pencil in the Detail column.
(d) The debit excess or the 
credit excess of each account should 
then be listed in the Trial-Balance 
Book, or on the particular form 
which is used for the trial-balance 
listing.
If it is preferred, the total of 
debits and the total of credits on
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each account may be listed, instead 
of the debit excess or the credit 
excess.
(e) The trial balance should be 
footed.
If the accounting record is cor­
rect (barring the exceptions already 
noted), and if no error has been 
made in the listing of account bal­
ances, then the sum of the debits 
should equal the sum of the credits.
Let us assume that the trial bal­
ance does not balance.
The chances are that the differ­
ence is due to several errors rather 
than to one error for the exact 
amount of the difference. In this 
event, the short cuts for the finding 
of errors in the trial balance are of 
small avail. The error may be in 
the accounting record, or in the trial 
balance itself. It may be an error 
of omission, transposition, addition, 
posting to the wrong column, set­
ting down a wrong amount, or one 
of a number of other possibilities.
The method of procedure then is 
to retrace the steps taken in making 
up the trial balance, and the portion 
of the accounting record which is 
being verified.
These steps are—
(1) Verify the footings of the 
trial balance.
(2) Check the balances of the 
Ledger accounts against the trial 
balance items to ascertain that all 
the account balances are listed in 
the trial balance as to the correct 
amount and with proper debit and 
credit distinctions.
(3) Verify the Ledger-Account 
footings and balances.
(4) Verify the footings of the 
books of original entry, both as to 
totals and as to cross-footing. An 
error in cross-footing is equivalent 
to a Journal entry, the two sides of 
which, debit and credit, are not 
equal.
(5) Verify the initial position— 
that is, the trial balance at the be­
ginning of the period which is un­
der review.
(6) Check the Ledger postings.
It is necessary that the initial
position be verified, to determine 
the equilibrium of the accounting 
record at the start. A compensat­
ing error made in one period may 
turn up in a subsequent period to 
upset the trial balance.
Checking postings is a rather me­
chanical procedure. Care should 
be taken that the error be not over­
looked in the checking process. If
more than one person is engaged in 
the checking, the person calling the 
amounts should occasionally call 
the wrong amount to make sure that 
the person called to is wide awake.
If the six steps outlined above 
are carefully and correctly followed 
out, the error must be found. 
“ Must ” is the correct word, for 
the accounting record was in equi­
librium at the beginning of the 
period (as verified by step 5). 
Equal amounts are added to the 
debit and credit sides of the account 
classifications; therefore, the ac­
counts must be in equilibrium at 
the end of the period.
Errors in the trial balance are 
usually due to carelessness or other 
avoidable causes. The application 
of certain principles will reduce the 
likelihood of error, even though it 
will not entirely eliminate the mak­
ing of mistakes. Clerks who are 
temperamentally careless should 
not be kept on office work. Neat 
handwriting should be insisted on; 
positively no scrawls and no flour­
ishes should be permitted. Num­
bers should be written plainly, and 
set down in proper columns. The 
Cents’ columns should be filled in 
“ 00 ” when no cents enter into the 
amount. Under no circumstances 
should the Cents’ column be left 
blank. Figures should not be slurred 
(joined together). Each number 
should stand by itself. In adding 
columns of figures, the addition 
should be done twice, in opposite 
directions. In subtraction, prove 
the result by addition. A cure for 
a headache is a little common sense 
the night before.
EDITOR, The Pace Student: Some time ago, I wrote to you suggesting that there be 
published in The Pace Student a 
simplified form of accounting for 
small insurance agents and brokers 
who do not possess a knowledge of 
bookkeeping, but who have to take 
care of numerous accounts.
I herewith submit my theory of a 
simplified method of recording for 
small insurance agents and brokers, 
and an illustration of the applica­
tion of this method.
On the charted form—
A is a bill to accompany the 
policy to the insured.
B is a duplicate to be immediately 
filed among expirations which 
would be arranged in the order of 
their respective months and years.
C is a duplicate which is a collec­
tion slip, and filed in a loose-leaf 
Customers’ Ledger when the bill is 
paid. The size of the bill would be 
about 5½"x8½", and the collection
Account­
ing
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for
Insur­
ance
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slips could be easily bound in loose- 
leaf form.
D and E are perforations for 
quick detaching.
No books are needed. Before 
binding, the collection slip is kept 
in a little folder and arranged ac­
cording to due dates and in alpha­
betical order. When the business 
becomes large enough to employ 
bookkeepers, a Journal, a Ledger, 
a Cash-Book, etc., can conveniently
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counting methods much thought, 
mainly for the reason that he er­
roneously believes a systematic ar­
rangement of recording to be too 
complicated. It is the duty of the 
constructive accountant, therefore, 
to devise a moderate priced, simple,
FORM RIDER RENEWAL NO. RECV’D
c
BILLED_________PAID_________PAID CO._________CHECK NO._________COMM. $.________
E............................................................................................................................................
B
D..... ..........
Telephone 10,000 John Please return this Invoice 
with your Remittance
JOHN DOE 
Insurance Broker 
500 William St., New York City
A
Date Company No. Class Term Amt. Covering Premium
be installed, and the simplified 
method already illustrated can be 
easily taken care of through a Cus­
tomers’ Controlling Account.
As accountants, we must take 
into consideration that the average 
small business man, whether selling 
services or merchandise, does not 
give the question of modern ac-
and convenient system of record­
ing, and a method which could be 
easily converted into double-entry 
books of account when the occa­
sion eventually arrives.
Please understand that my object 
here is not to disparage the intro­
duction of a modern set of books, 
but to educate the small business
man as to the need of adequate rec­
ords, and the ultimate need of being 
able to ascertain his exact financial 
worth through the means of his 
records of account.
It is also my contention that in­
teresting the small business man 
would tend to bring accounting into 
a new field. The small accountant 
would be satisfied perhaps to spend 
the time in calling individually on 
small business men, whereas the ac­
countant, better established, can ap­
proach them through trade organi­
zations without any reflection on 
his professional dignity.
Yours very truly,
BERNARD GRAYEV.
Brooklyn, N. Y., June 10, 1920.
(The Pace Student agrees with 
Mr. Grayev as to the desirability 
of educating the small business man 
to the necessity of keeping syste­
matic records. The method out­
lined in Mr. Grayev’s letter is a 
step in the right direction, but it 
should not be considered as the 
final step. In order to comply with 
present Income-Tax laws and regu­
lations, and to furnish the necessary 
information required by the tax au­
thorities, it is practically a neces­
sity for full and complete books to 
be kept, and in so far as possible, 
these books, for the greater ac­
curacy afforded, should be on the 
double-entry basis.—Ed.)
A RECENT issue of The Cam­bridge Review, which is the name of the magazine pub­
lished by the Cambridge (Mass.) 
High and Latin School, contains the 
following editorial:
“ Pace Institute of Boston offered 
two scholarships for those getting 
the highest marks in examinations 
which they should present. The re­
sults of the examinations are as 
follows:
“ First, Miss Marguerite Dono­
van, 93 1/3 per cent.; tied for sec­
ond, Miss Barbara Stevenson, 86 
per cent., and Miss Kathryn A. 
Graham, 86 per cent.
“ The manager, in his letter to 
Mr. Cleveland, said:
‘“We were very favorably im­
pressed with the result of the ex­
amination. You are to be particu­
larly congratulated upon the ac­
counting knowledge possessed by 
your senior class. The examina­
tion, we feel, was a fair one—con­
siderably more difficult, however, 
than the average scholarship exam­
ination given in high schools. Only 
two or three of the candidates that 
tried for the scholarship received 
an unsatisfactory grading.
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Bradley A. 
Dusenbury
WHEN the account­
ant leaves the 
field of public 
practice to enter 
that of private 
endeavor, he may 
feel that he will 
rarely, if ever, be 
called upon to 
make use of his
knowledge of constructive account­
ing. However, the fact is that, 
after entering upon private work, 
the accountant is confronted with 
one or more of the following situ­
ations :
The business enterprise with 
which he is associated has been es­
tablished many years, and the ac­
counting system and forms in use 
have oftentimes naturally accumu­
lated, because of necessity. After 
a careful study of the needs of the 
business, he is often convinced that 
the system needs rearranging, be­
cause the forms not only do not 
furnish the required information, 
but are so unstandardized that the 
accounts do not correlate. The ac­
countant then brings into use his 
knowledge of constructive account­
ing to remedy the need.
Again, the accountant may be 
secured as controller or treasurer 
for a business which is just start­
ing. His constructive ability is im­
mediately called upon in consulta­
tion with professional systematiz­
ers, or it may be that the office 
which he takes charge of will de­
vise and install the system without 
outside aid.
The situation confronting the ac­
countant in private work may be 
One wherein he is connected with 
financial interests composed of men 
who are just commencing various 
business activities.
These men are oftentimes reach­
ing out, forming new corporations, 
reorganizing old corporations, pur­
chasing control of running enter­
prises, etc. The accountant who 
has become associated in private 
work with this group of growing 
business men is called upon again 
and again for his constructive 
knowledge.
The last situation, as outlined 
above, has recently confronted the 
writer. Out of many interesting 
experiences stands one which, be­
cause of the problems involved, 
seems to be worthy of passing along 
to the younger men in the pro­
fession, as indicating to them the 
value of a knowledge of construc­
tive accounting principles, and to 
the older men in the profession, 
because of the unique nature of the 
case.
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The words “ unique nature ” are 
used advisedly, because of the fact, 
that, so far as known, there are not 
more than two organizations in this 
country furnishing wireless service 
to customers. There was, there­
fore, no beaten track to follow, and 
there were no authorities to be con­
sulted and no analogous cases to 
which to refer for guidance.
At the outset, a brief description 
of the service rendered by the cor­
poration for which the system was 
designed will be pertinent. The 
corporation serves steamship com­
panies by inspecting, maintaining, 
and selling, in case of new installa­
tion, wireless equipment for passen­
ger and freight steamships, as well 
as securing wireless operators 
therefor. A choice of three con­
tracts is offered. Contract A, for a 
fixed monthly charge, renders the 
service agreed upon, and for every 
word in messages received on, or 
sent from, the steamship, the wire­
less company secures a fixed fee 
which is to be credited to the con­
tract charge.
If the message tolls or fees ex­
ceed the contract charge, the ex­
cess, instead of being credited to 
the steamship company, accrues as 
an additional earning. Contract B 
is the same as contract A from an 
accounting standpoint, though the 
contract rate is less. Contract C 
has a different service rate from 
either A or B, and by its terms, all 
message tolls are to be credited to 
the steamship company.
As soon as a steamship covered 
by one of the contracts makes dock 
at a service port, the operator re­
ports to the wireless company. He 
turns in to the accounting office 
an abstract of messages on which 
are analyzed the charges or credits 
to coast stations, land lines, credits 
to the U. S. Government for war 
tax on messages, and the amount of 
tolls accruing to the wireless com­
pany or steamship company, as the 
case may be. Also the cash col­
lected is turned in, as are copies of 
all messages sent or received. An 
audit of each operator’s abstract is 
then made in the accounting office.
A report of the arrival of the 
steamship is then sent from the ac­
counting office to the shop or in­
spection headquarters. An inspec­
tor is then assigned to the steam­
ship. Next, the wireless apparatus 
is thoroughly inspected, worn out 
parts are replaced, and repairs made.
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At once, two distinct accounting 
phases present themselves.
First, there must be charges on 
the first of each month made 
through the General Journal to Ac­
counts Receivable, Steamship Com­
panies, for the contract charge. 
Use is made of a controlling ac­
count in the General Ledger and 
a Subsidiary Ledger of detailed ac­
counts. The accounts are grouped 
in the Subsidiary Ledger, first by 
steamship companies and then by 
steamships. Ledger sheets of four 
different colors are provided for 
this purpose. The opposing credit 
is passed to Cost of Service Sales, 
contracts A, B, or C, or Miscel­
laneous, the latter term being ap­
plied to sundry work done on ships 
not covered by one of the three 
regular contracts. The Cost of Ser­
vice Sales accounts are, of course, 
in the General Ledger.
The second phase of accounting 
is one of a cost nature. The Cost 
of Service Sales by contracts in the 
General Ledger are controlling ac­
counts for detailed cost sheets in 
the Cost of Service Sales Ledger. 
Ledger sheets of the same color as 
those in the Accounts Receivable 
Ledger are provided for the Cost 
of Service Sales Ledger. The 
grouping is the same—viz., by 
steamship companies and then fur­
ther by steamships. If, for in­
stance, the Steamship California is 
covered by contract A, and if for 
that class of contracts a buff sheet 
is used, then in the Accounts Re­
ceivable Ledger, the S. S. California 
will have a buff sheet and in the 
Cost of Service Sales Ledger a buff 
sheet also. The color sequence is 
carried out in each of the two Sub­
sidiary Ledgers. The reasons for 
the Cost of Service Sales being 
subdivided by contracts are obvi­
ous. The executive wishes to ascer­
tain which class of contracts is 
producing the largest percentage of 
gross profit. It follows, also, that 
the management wishes to know 
from time to time just what the 
cost of rendering the service to any 
particular steamship was, and what 
the revenue accruing from that 
steamship was.
The designing of the cost sheets 
was done with the foregoing need 
in mind. The sheet is not, strictly 
speaking, a cost sheet, for on it are 
assembled not only the costs in­
curred in inspecting the steamship, 
but also the revenue accruing from 
that steamship.
Credits are posted to the cost 
sheets from the detail of the total 
posting made to the Cost of Ser­
vice Sales Controlling Accounts in
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the General Ledger. That is to say, 
the cost sheet for each steamship 
receives a credit on the first of each 
month in the amount of the contract 
rate applicable thereto. A column 
is provided on the credit side of 
the sheets for “ Contract Charge.” 
There are also credit columns for 
“ Message Tolls,” “ Sundry Cred­
its," and “ Total.”
The manner in which the credits 
reach the “ Message Tolls ” column 
and the reason for the inclusion of 
this credit classification are as fol­
lows:
The abstract of messages made 
by the operator has been previously 
mentioned. In one of the columns 
on the blank is entered the amount 
of tolls accruing to the Wireless 
Service Company. After the opera­
tor has made port and turned in 
his abstract to the accounting de­
partment of the wireless company, 
and after the abstract has been 
audited, an analysis is made of the 
total debits and credits appearing 
thereon. This analysis is used as 
the basis for entry in a book of 
original entry, called the “Abstract 
Summary Journal.”
The columns are arranged thus: 
on the debit side—Date, Name of 
Steamship, Operator’s Abstract Ac­
count, Coast Station Companies, 
Steamship Companies, Sundry Deb­
its; on the credit side—Steamship 
Companies, Service Sales, Coast 
Station Companies, Steamship Com­
panies Contract Credits, and Sundry 
Credits.
In one or both of the two credit 
columns, Steamship Companies or 
Service Sales, may be entered an 
amount. If the tolls received on 
the steamship are less than, or equal 
to, the contract rate under which 
that steamship is operating, then 
the full amount of the tolls received 
for that month is entered in the first 
column.
However, if the tolls received 
that month are in excess of the 
contract rate applicable to that 
steamship, then the amount of the 
contract rate is entered in the first 
column, Steamship Companies; and 
the amount of the excess is entered 
in the second column, Service Sales.
The total of the column, Steam­
ship Companies is posted, at the 
end of the month, as a credit to 
Accounts Receivable Steamship 
Companies Controlling Account in 
the General Ledger, and the detail 
postings are of course made to the 
accounts in the Subsidiary Ac­
counts Receivable Steamship Com­
panies Ledger. The column, Ser­
vice Sales, is analyzed at the end 
of the month as to contract classes,
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and the total for each class posted 
as a credit to its respective account 
in the General Ledger. The de­
tailed postings are made to the Cost 
of Service Sales Ledger as credits 
to the cost sheets for the different 
steamships. The reason for the de­
tailed postings to the so-called cost 
sheets is that it was deemed neces­
sary to ascertain the relation be­
tween the costs incurred on each 
steamship and the receipts from 
each steamship. These sheets are, 
strictly speaking, Gross Cost and 
Receipts Sheets, the balance of 
which discloses Gross Profit. Since 
the sheet receives from the General 
Journal a credit on the first of each 
month in the amount of the con­
tract, an additional credit, if any, 
must also be posted if the message 
tolls accruing to the Wireless Ser­
vice Company exceed the contract 
rate. The sheet will then reflect 
the total receipts for that steam­
ship for any month.
The operator is instructed to rule 
off and close his Abstract Sheet at 
midnight on the last day of the 
month, if at sea, and to start a new 
sheet for the next month. Since 
monthly balance sheets and earn­
ing statements are prepared for 
executive control, this procedure is 
quite essential. Also, by the pro­
visions of the contracts, the tolls 
have at least to equal the contract 
rate each month, or the steamship 
company receiving the service must 
make up the discrepancy. If, for 
instance, the contract rate for a par­
ticular steamship is forty dollars a 
month, and if the message tolls ac­
cruing to the Wireless Service 
Company for messages received on, 
or sent from, the steamship during 
the month of June amount to thirty- 
eight dollars, then the steamship 
company would be required to pay 
the service company the two dol­
lars. If, for the month of July, the 
tolls amounted to forty-two dollars, 
from the same steamship, then the 
excess would not be applied toward 
making up the discrepancy during 
June, but would accrue as an extra 
earning to the service company for 
July.
The system of recording the ex­
penses or costs incurred in render­
ing the service is much the same 
as in any modern cost system used, 
where a company is rendering a 
service rather than producing a 
product.
The system of Stores embodies 
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no new departures. There is an 
account in the General Ledger for 
Stores, Repair Material, and Parts, 
which is charged through the 
Voucher Register with all purchases 
of materials and parts procured for 
repair or inspection purposes. The 
invoices for these purchases are 
sent by the supplier to the shop 
office where they are compared 
with the purchase order and the re­
ceiving record, or filed awaiting re­
ceipt of the material. After being 
approved as to purchase price and 
receipt of material, a stores card is 
made out for that class of material. 
These cards are provided with col­
lumns for Date, Supplier, Quantity 
Received, Value of Material Re­
ceived, Balance Quantity, Balance 
Value, Quantity Issued.. Value Is­
sued, Requisition Number, Issued 
For, and Date. A description of 
the material is placed at the top of 
the card, as well as minimum and 
maximum quantity, and unit price 
in pounds, feet, or number. The 
card is charged for the quantity 
received and the value thereof. The 
material, when received, is placed 
in a bin or rack, a bin or rack tag 
being placed thereon indicating the 
quantity received, issued, and the 
balance.
When material is needed for re­
pair or inspection purposes, a 
requisition is made out by the in­
spector and approved by the chief 
inspector.
This requisition is then sent to 
the stores keeper, who issues the 
material after entering the quantity 
issued on the bin tag and extending 
the balance.
At the end of the day, these 
requisitions are sent to the shop 
office where they are priced and 
posted to their respective stores 
cards, as credits; the balance as to 
the quantity and value extended, 
and entered on a Stores Issued 
Sheet. This record is ruled to show 
Date, Issued for Steamship, and 
Value of Material Issued. At the 
end of the month, a Summary of 
stores issued is made up from the 
Stores Issued Sheets and is sent to 
the accounting office.
At the accounting office, the Sum­
mary of Stores Issued Sheets is 
placed in a post binder and used 
as a book of original entry, from 
which postings are made to the 
Cost of Service Sales Ledger by 
charging the accounts by steamship 
for the material issued. An entry 
is passed in the General Journal 
charging Cost of Service Sales by 
contract classes, and crediting 
Stores, Repair Material, and Parts 
Account.
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To obviate the necessity of a 
semi-annual physical inventory, the 
periodical inventory test expedient 
is used. Each month, four or five 
different classes of material are 
selected for test at the shop office. 
A sheet is sent to the storekeeper 
with the name of the material or 
parts to be inventoried placed at 
the top of the sheet. The date 
when the count is made and the re­
sult are entered on the sheet by the 
storekeeper, and the report is re­
turned to the shop office. The card 
on which this material is recorded 
is referred to and all postings are 
ascertained to be up to the date 
corresponding with the date on the 
inventory sheet.
Of course, the balance of quan­
tity on the stores card and the re­
sult of the physical inventory 
should agree in theory. However, 
in practice, it has been proved that 
stores material has, apparently, a 
faculty for shrinking of expanding. 
Consequently, there will generally 
be a difference between the quan­
tity on the inventory and the bal­
ance of quantity on the stores card. 
If there is a difference, the stores 
card is made to agree with the 
physical count. In order to record 
this difference in the financial ac­
counts, the shop office, in making 
out the Stores Issued Sheet, 
charges, if the card was over, or 
credits, if the card was short—In­
ventory Deficiency or Surplus, 
which is included in the overhead 
accounts in the general books.
It is the writer’s opinion that any 
stores system, be it for the record­
ing of raw material, finished parts, 
or finished goods, which does not 
include a provision for perpetual 
inventory and inventory test is en­
tirely inadequate. If recourse is 
had only to an annual or semi­
annual physical inventory, the oper­
ating results by months are not as 
accurate as they should be. In 
many lines of industry, it has been 
demonstrated, however, that the 
average gross profit expedient has 
proved satisfactory; but these in­
dustries are usually of a more or 
less mercantile nature. The period­
ical test not only obviates the rush 
of extra work at one or two periods 
in the accounting year, but provides 
more accurate monthly operating 
results, and has a moral effect upon 
the stores-keeping staff.
The next charge column on the 
cost sheet is one for Inspection of 
Labor. Each inspector is provided 
with a daily report slip, upon which 
he records the date, name of steam­
ship inspected, and the time con­
sumed in inspecting.
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These slips are turned into the 
shop office, and after approval by 
the chief inspector, the inspector’s 
rate is placed thereon, and the labor 
charge is extended. The slips are 
then entered on a Pay-Roll Distri­
bution Record, a summary of which 
is made at the end of each month, 
showing the name of the steamship 
to be charged and the amount, and 
is then sent to the accounting office. 
In the General Journal, an entry is 
passed debiting 'Cost of Service 
Sales by contracts and crediting 
Pay-Roll Clearing Account. De­
tailed postings are made to the 
Cost of Service Sales Ledger Ac­
counts.
At the time when the entry is 
made in the General Journal for 
the labor charge, another charge is 
made to Cost of Service Sales by 
contracts for Overhead. To effect 
this, an arbitrary percentage is used. 
This percentage rate must needs be 
experimented with, but it will soon 
reach a point from which it will 
not vary five points one way or the 
other for any month as compared 
with the preceding month. If, for 
instance, the rate for the current 
month is 110 per cent., and if the 
total charge for inspection labor 
for that month is $7,000, then an 
addditional charge amounting to 
$7,700 will be made, and the account 
named Shop Burden Charged in 
Costs, carried in the General 
Ledger, will be credited. On the 
costs sheets, the column next to the 
column in which is recorded the 
labor charge is one for Burden. 
While posting a charge of, say, 
twenty dollars to a steamship for 
inspection labor, the accounting de­
partment will simultaneously post 
a charge of twenty-two dollars for 
burden.
The next charge column on the 
cost sheets is one to provide for 
Sundry Items. There may be some 
expense incurred other than for ma­
terial, labor, or burden, directly ap­
plicable to a particular steamship. 
If so, when the voucher for this 
expense is entered in the Voucher 
Register, the charge is placed in a 
column headed Direct Costs on 
Steamships. The items from this 
column are posted in detail to the 
cost sheets by steamships, and the 
total of the column is analyzed at 
the end of the month for posting 
to the General Ledger Cost of Ser­
vice Sales Accounts by contract 
classes.
The method by which the account 
Shop Burden Charged in Costs is 
cleared at the end of the month is 
to total the monthly charges to 
Overhead or Burden accounts in 
the operating section of the Gen­
eral Ledger. Reference is then 
made to the balance of Shop Bur­
den Charged in Costs Account, and 
the balance of the latter account 
is brought into agreement with the 
actual expenses. This is done by 
making an entry in the General 
Journal, which either credits or 
debits the account named Shop Bur­
den Over or Under Absorbed, and 
debits or credits the Shop Burden 
Charged in Costs Account. The 
balance of the former account is 
a balance-sheet item. This entry is 
reversed on the first of the next 
month.
The books of original entry, 
forms, etc., used for the general ac­
counts, need no more than mere 
mention, for they do not involve 
any departure from modern con­
structive accounting.
There are two Cash-books, one 
for receipts and one for disburse­
ments, a Voucher Register with a 
modern system of vouchers, and the 
Abstract Summary Journal for­
merly described in detail. The 
General Ledger is amplified by two 
Subsidiary Ledgers, Accounts Re­
ceivable-Steamship Companies and 
Cost of Service Sales.
It may be that a ship is on a 
voyage of such length that it will 
not make a service port during the 
current month. At the end of the 
month the cost sheets are referred 
to, and from the cost sheets of the 
ships not making port that current 
month are drawn off the amounts 
of the cost charges and the income 
or earning credits. An entry is 
made in the General Journal on the 
last of each month to adjust this 
condition. Were this not done, the 
earning statement would not dis­
close the true result of operations, 
for credits for contract charges 
would have been passed on the first 
of each month and there would not 
be any cost incurred, because of 
the non-inspection, due to the fact 
that the ship did not make port. 
For these cost charges, the entry 
is a debit to Costs Incurred on Un­
completed Service Sales and a 
credit to Cost of Service Sales. 
For these credits, arising because 
of crediting the contract rate, the 
adjusting entry is a debit to Service 
Sales and a credit to Uncompleted 
Contracts.
Though the writer is not charged 
with the detailed keeping of the 
accounting records, it seems that
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the bookkeeping for a wireless ser­
vice company would be interesting 
to one of an imaginative turn of 
mind. The wireless operators re­
port to the accounting office before 
the ship puts to sea, are provided 
with the necessary blanks and 
forms, and report upon reaching a 
service port. Inasmuch as all mes­
sages, either received on or sent 
from the steamship, must be read 
in order properly to audit the oper­
ator’s abstract, the auditor has re­
course to copies of many messages 
filled with the joys, sorrows, and 
business of all classes of people. 
Then, too, the operator may be leav­
ing for service on a steamship 
which will not make a service port 
again for two or three months. It 
will be seen that the service is truly 
world-wide, and is filled with all 
the romance and adventures of the 
sea.
N. Y. 
C. P. A. 
Require­
ments
(Mr. Dusenbury, who was gradu­
ated from Pace Institute, New 
York, in 1919, with a notable record 
for scholarship, is now controller 
of The Mallory Industries, Inc., 
Port Chester, New York. For a 
brief sketch of Mr. Dusenbury’s in­
teresting business career see the 
October, 1919, issue of The Pace 
Student. The above article was 
Mr. Dusenbury’s Graduation Thesis. 
—Ed.)
IN view of the interest of many readers of The Pace Student in the C.P.A. requirements set by 
the state of New York, the follow­
ing letter, which was recently re­
ceived by Pace Institute from The 
State Department of Education, is 
regarded to be of interest.
“ For admission to the certified 
public accountant examination, a 
candidate must furnish—
“(1) Evidence of having com­
pleted four years of high-school 
work or its equivalent.
“(2) Certificate of good, moral 
character.
“(3) Evidence of professional 
education. (For the C.P.A. certifi­
cate, five years’ experience in ac­
countancy is required, two of which 
must have been in the office of a 
certified public accountant, doing 
work of a junior accountant or its 
equivalent. For admission to the 
examination, three years of the five 
years are required. Evidence of 
the other two years may be fur­
nished after having passed the ex­
amination).
“(4) Certified check, post-office 
order, or express money order for 
twenty-five dollars.
“(5) Evidence that the applicant
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is a citizen of the United States or 
has declared his intention of be­
coming a citizen, and evidence of 
living in New York or having a 
place for regular transaction of 
business in New York State.
“ Sample question papers are not 
available for general distribution.”
MR. HOMER S. PACE, in re­ply to a letter from a stu­dent as to the advisability 
of investing funds in an enterprise 
that promised an abnormally high 
interest return on the investment, 
answered in part, as follows:
“ Security is the first considera­
tion to a person of small means, 
income being secondary. The hard­
est dollar to save is the first dollar, 
each succeeding dollar coming with 
less effort, because the owner is 
helped by an interest return on the 
previous accumulation. As the ac­
cumulation increases, one may en­
large the margin of risk. If one 
follows this rule, which is abso­
lutely sound, it means that the first 
thousand dollars must be put into a 
savings bank, a high-grade building 
and loan association, or Government 
bonds. The last named security is 
so good and returns such a high 
rate of interest that I should prefer 
it at this time to all others.
“If a proposition offers more than 
normal returns, it is only reason­
able to expect risk. If it were 
otherwise, a particular concern 
would not be seeking the money of 
small investors. You probably can’t 
afford to take risks with your small 
accumulation; therefore, you will 
undoubtedly rule out the proposi­
tion. I wish you to consider it, 
however, first in its general aspects, 
and then reach your decision on the 
basis of sound judgment.”
JOHN T. KENNEDY, LL.B., who 
is associated in the practice of law 
with Oliver & Weil, of Philadel­
phia, was a recent visitor at Pace 
Institute, New York. Mr. Ken­
nedy was formerly a valued mem­
ber of the accounting faculty and 
the administrative staff of the In­
stitute.
JOHN P. KINNEY, who is a mem­
ber of the accounting staff of the 
Kinney Audit & System Company, 
Dallas, Texas, recently visited Pace 
Institute, New York. Mr. Kinney 
studied the Pace Course at Buford- 
Reed College, Dallas.
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The several multiplications 
preferably made as follows:
(1) .80
(2)
(3)
(4)
.240
640
.3040
6080
1216
7296
7296
5107
(5)
(6) 
(7)
12403
1240
248
99
1587
159
13
are
.38
Compound 
Interest 
( Continued)
.24
.17
.128
.10
.08
The products should be carried to 
the sixth decimal place, if the re­
sult is required to be true to the 
fifth place.
When the time is long and the 
rate high, more multiplications will 
be necessary. Example: Fifty
years at 6 per cent.
50/1 3.
49/2 4.41
48/3 4.234
47/4 2.985
46/5 1.647
45/6 .741
44/7 .281
43/8 90
42/9 25
41/10 6
40/11 1
compound interest 17.420 
The process can be extended to
any required number of decimal 
places, but as these increase, more 
multiplications will be necessary. 
However, the labor will be less 
than is required by the usual method 
of raising the ratio to the nth 
power.
H. R. STUTSMAN, graduate of 
Pace Institute, New York, and 
formerly director of the Employ­
ment Division, Income-Tax Unit, 
Bureau of Internal Revenue, is 
now assistant to the president of 
The Marlin-Rockwell Corporation, 
manufacturers of bearings. Hon. 
Daniel C. Roper, formerly Commis­
sioner of Internal Revenue, is presi­
dent of The Marlin-Rockwell Cor­
poration.
X
X
X
X
X
X
Vision, as well as
knowledge of principles;
courage, as well as grasp of
technical facts and procedures—all of these
things and more are implanted by purposeful study at 
Pace Institute. The Accountancy-educated man, the value-analyst, 
with vision to see and courage to act, looms big on the screen of 
to-morrow. The problem is solely one of preparation, of intensive, 
purposeful study.
Pace graduates, the world over, are characterized by the 
ability to see and to plan, the capacity to analyze and to act. 
They are serving as practicing accountants, as controllers, pro­
duction and sales managers, cost analysts, tax experts, executives, 
organizers. Other graduates are rapidly advancing to these respon­
sible positions—more graduates are needed, demanded.
Daytime and evening classes in Accountancy and Business 
Administration are now being organized at Pace Institute, New 
York, Boston, and Washington—classes for men and women of 
decision who purpose to gain immediate headway toward the goal 
of increased usefulness and increased earning power.
“Your Post War Opportunity” is the name of an illuminat­
ing 20-page booklet which will be sent upon request. This booklet 
gives a timely survey of the business and professional oppor­
tunities that are open to Accountancy-educated men and women.
Pace & Pace
WASHINGTON 
715 G Street, N.W.
NEW YORK 
30 Church Street
BOSTON 
Tremont Temple
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